International 
Marketing Information 
Series 


~. 


Foreign Economic Trends 
and Their Implications 
for the United States 


NEW ZEALAND 


March 1979 
Frequency: Semiannual 
Supersedes: 78-117 


Prepared by 
American Embassy New Zealand 


Prepared by the U.S. Foreign Service, 
U.S. Department of State, and released by the 


U.S. Department of Commerce 
Industry and Trade Administration 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. An- 
nual subscription, $50. Foreign mailing, $12.50 additional. Single: copies, 50 cents, available from 
Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





All amounts in NZ$ Millions (unless otherwise stated) 
Average Exchange Rate for Year Ending March 1977: US$1.00 = NZ$0.97408 
Average Exchange Rate for Year Ending March 1978: US$1.00 = NZS0.98897. 


New Zealand Fiscal Year (FY) covers period April 1 - March 31. 


% Estimate 
1977 1978 Change 1979 


INCOME PRODUCTION EMPLOYMENT 


GNP at current prices (1,2,) 12786 14000 
GNP at constant (1965-66) prices (3) 5228 5149 
Per Capita GNP, current prices (NZ$) (1) 4072 4450 
Plant & Equipment Investment (1,2,) 3562 3740 (4) 
Personal Income (1,2,) 11462 12565 (est) 
Indices: 
Industrial Production (3,5,) 1683 1700 (est) 
Average Labor Productivity (3,5,) 3351. 1160 (est) 
Average Industrial Wage (3,6,) 908 1000 
Labor Force (000's) April (3) 1230 1305 (est) 
Average Unemployment Rate (%) (1) 0.8 2.4 


MONEY AND PRICES 


Money Supply (Ml) (Reserve Bank) (1) 
Commercial Bank Overdraft Interest 

Rates (Reserve Bank) (%) (1) 
Indices: 

General Price (3,7,) 

Retail Sales (1,3,8,) 


BALANCE OF PAYMENTS AND TRADE 


Gold & Foreign Exchange Reserves 

(Reserve Bank) (1) T2224: 984 +36.5 750 
External Public Debt 1826 2447 +34.0 2800 (4) 
Annual Debt Service 367 464 +26.4 540 
Basic Balance (1,10) -6.3 +0.6 - -676.3(9) 
Balance of Trade (1,3,) +42.8 +327.6 +664.1 +200.0 
Exports FOB (1): 

US Share 336.6 392.4 . 480.0 

Total 2993.8 3263.5 “ 3600.0 
Imports CIF (1) 

US Share 436.4 414.0 F 440.0 

Total 3046.1 3074.2 . 3400.0 


(1) Year Ending March 31 

(2) New Zealand Institute of Economic Research Estimate 
(3) Department of Statistics Estimate 

(4) Embassy Estimate 

(5) Base 1965-66 = 1000 

(6) Base 1978 = 1000 

(7) Base December 1977 = 1000 

(8) Base December 1974 = 1000 


(9) Current Account estimate only. Current Account for September 1978 Year = -504.7 
(10) Year Ending September 30 





SUMMARY 


The year ended with more optimism as the economy recovered 
somewhat from the worst recession that New Zealand had experienced 
Since the 1930's. Much of the recovery was brought about by an 
expansive monetary and fiscal policy, with little change in the 
basic structural problems that have depressed the economy since 
1974. Although retail sales have moved up from their previous 
low levels, and for the first time in months, business leaders 
are more confident, the balance of payments remains critical with 
no sign that the nagging deficit on invisibles will decrease for 
the immediate future. Access to foreign markets for the 
country's agricultural products continues to be a cornerstone 
of economic recovery, but serious problems face the nation here 
also. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Agriculture 


Agricultural production is the engine for the New Zealand 
economy, providing about 75 percent of total export revenue. 
Success or failure in this area depends on three basic factors: 
level of production, prices, and access to overseas markets. 


The past year ended on the upswing, with improved export 
prices and favorable weather, and New Zealand agriculture is 
entering 1979 with guarded optimism. 


Lamb slaughter, the main meat earner of foreign exchange, is 
ahead of a year ago, but projected by year's end to be about the same 
as last year's slaughter of 26.2 million lambs. However, meat 
production should be higher due to a 4 percent increase in average 
weights. Recent mutton sales to Russia will add to the prospects for 
earnings in a sector that has been in a slump due to slow sales in 
1978. The wool market has opened satisfactorily ,and the Wool Board 
has had to intervene in the market to support the NZ$ 2.05 per kilogram 
minimum price only a few times. Wool production suffered from the poor 
pasture conditions of 1978 but should return to a normal or above- 
normal level. 





Although beef production will be down significantly, 
export earnings should exceed even 1978's record year. This is 
because prices to the U.S. market are more than double early 
1978 levels, and the quantity allowed into the United States 
under the marketing arrangement is a record 331 million pounds. 
Earnings of over $400 million are expected from the U.S. market alone. 


Dairy production, which dropped over 8 percent in FY 1977/78, 
should return to normal. Export sales of most items are doing well 
and should continue to do so in 1979 as world prices for most items 
have firmed. 


New Zealand's export earnings for agricultural items in 1979 
are projected as follows (million NZS): 


1978 1979 


Meat 980 1250 
Wool 650 680 
Butter 250 255 
Cheese 89 87 
Milk Powders 160 172 
Other Dairy Products 140 145 
Other Animal Products 320 315 


In terms of access to foreign markets, the situation for New 
Zealand remains troublesome. Phasing out of the butter and cheese 
quotas in the United Kingdom has caused particular concern, although 
the Dairy Board has been remarkably successful in developing new 
markets in both the Middle East and Latin America. A sharp dispute 
with the Japanese over exploitation of New Zealand fish resources in 
exchange for greater New Zealand access to the Japanese market for 
primary products has made Japan more aware of the necessity of 
providing greater opportunity for New Zealand exporters than probably 
would have been the case normally. New Zealanders, however, 
government and private sector alike, remain deeply concerned about 
the protectionist nature of Japanese trade policy and look to both 
the MTN negotiations in Geneva and their own bilateral pressures to 
maintain and hopefully expand their toehold in this potentially very 
lucrative market. A proposed EEC regulation which appeared to have 
the effect of raising the price of sheepmeats in member countries 
has also been a cause of some alarm, as experience has shown the 
New Zealanders that if prices for agricultural products are 





maintained at too high a level the result is, at worst, falling 
and, at best, static demand. The Europeans have assured the New 
Zealanders that it is not anticipated that any measures will be 
taken that could injure New Zealand exports, but anxiety persists. 
In the United States, the very profitable trade in beef appears 
to the New Zealanders to be jeopardized by pressures in the 
Congress to pass some type of legislation which would tie U.S. 
imports of beef to domestic production. Although the actual 
effect of such legislation on New Zealand export earnings is 
unclear, the element of uncertainty raised has in itself been 
disquieting to a government and public which is beginning to feel 
besieged on all sides in its main export markets. 


Manufacturing 


As domestic demand weakened in the latter half of 1977, 
and as growth of non-traditional (i.e. manufactured) exports 
slowed, manufacturing output dropped appreciably. It is estimated 
that in this period output fell at a seasonally adjusted annual 
rate of between 15 and 17.75 percent. The outlook for increased 
manufactured exports remains uncertain. During 1978 the Government 
launched a major export drive aimed at exploiting the U.S. West 
Coast and ASEAN markets, but it is still too early to say if this 
campaign will have a level of success sufficient to increase output 
here more than marginally. On the opposite side of the coin, there 
are signs of growing protectionism within Australia, New Zealand's 
largest market by far for manufactured exports, and both government 
officials and private businessmen have expressed anxieties about the 
long term outlook for increases in trans-Tasman trade. Still the 
expansionary monetary and fiscal policy pursued by the Government 
toward the end of the year did much to spur business confidence 
and to increase the level of sluggish retail sales, with the result 
that the downward trend of manufactured output appears to have been 
turned around to a slight (ca. 3 percent) increase by year's end. 


Employment and Labor Relations 


Many New Zealanders will remember 1978 as the‘year the nation 
lost its innocence in terms of its traditionally low rate of unemployment. 
Throughout the year the number of people unemployed and on government- 
financed special works schemes mounted steadily to a year-end total 
in excess of 55,000 and a rate of 4.3 percent. Still low by most 
industrialized country standards, unemployment at such a level 
nevertheless came as a shock to many New Zealanders who had not 





experienced unemployment at such rates since the years of the 
great depression. In the industrialized section, workers in the 
building and construction trades, textile workers and whiteware 
fabricators have been particularly hard hit by layoffs, shortened 
work weeks and plant closures. 


While no one goes hungry or unsheltered as a result of 
unemployment in a welfare state like New Zealand, the high 
unemployment has had a tempering effect on the work force. The 
worker productivity rate is beginning to show signs of improvement 
and the rate of worker absenteeism has markedlv dropped over the 
past 6 months. However, one expected and important impact, 
reduced wage demands, has not been reflected in the 1978 high 
unemployment picture. With Government restraints on wages 
removed in 1978, there was a scramble among workers for the 
earlier relationship between the skilled and unskilled; the 
private and public sectors, and among those unions, which largely 
because of their skills or industrial strength, have always 
enjoyed marginally better wages. The result was a year long 
ratchet movement resulting in a national average of about 10-12 
percent increase in wage settlements. - Further sweetened by a 
national wage order (an across-the-board, Government-mandated 
wage and salary increase) of 7 percent, the total wage package 
increase for 1978 should average around 18 percent, which will 
hurt efforts to reduce New Zealand's high rate of inflation. 

Final figures for industrial job action in 1978 are expected 
to show a small decrease in lost work days, but New Zealand's most 
important labor section - meat processing - was the scene of year-long 
labor strife. Ultimately, the Government agreed to subsidize the wages 
of the meat workers in order to prevent the meat packing plants from 
passing the full effect of the higher wages forward to the overseas 
buyers or backward to the farmer producers. While Government took 
the position that this subsidy was a one-time only exception to 
usual practice, it does create a precedent which will not be lost 
on the New Zealand worker. 


A thumbnail labor relations forecast for 1979 indicates: 
continued high unemployment at about the 4.3 percent level; wage 
increases slightly less than in 1978, perhaps in the region of 12- 
14 percent; no change in the high level of industrial strikes 
maintaining a rate of job action which for the past 3 years has 
been at or near historical highs. 





Expenditure 


Real household disposable income is estimated to have 
dropped by as much as 6.75 percent in FY 1977/78, with private 
consumption falling concurrently about 6 percent. This downward 
trend was attacked vigorously during calendar 1978 by the Government 
through use of an expansionary policy, including tax cuts, broad 
wage increases, cash grants to farmers and a liberal monetary and 
fiscal policy. The result is that personal consumption expenditure 
is estimated to have increased 9 percent during the year, with a 
future 14 percent increase likely in the first quarter of calendar 
1979. Savings remain at a relatively high level, with the result 
that personal consumption is growing at a rate only slightly faster 
than personal disposable income. There are signs, however, that 
the increased liquidity generated as a result of the rise in 
consumption expenditure is being watched closely by the Government 
which will probably clamp on more restrictive policies should the 
inflation rate (which has fallen to just a shade over 10 percent) 
come under increased upward pressure. 


Fiscal Policy 


As stated earlier, the Government has made a pronounced 
effort to stem the rapid deterioration in the economy experienced 
in late 1977/early 1978 by pursuing an expansionary fiscal policy. 
The supplementary estimate approved in September 1978 (the so-called 
mini-Budget) added to the expansionary effect of the basic 1978 budget, 
with the estimated deficit before borrowing raised from NZ$694 to an 
estimated NZ$1050 million between the year ended March 1978 and the 
year ending March 1979. Most of this will go for increased Government 
salaries, old age pensions and unemployment relief, with public 
sector capital formation expected to rise only 8 percent in nominal 
terms during 1978/79 (a drop of about 2 percent in real terms). 
It is expected that, in contrast, the 1979 Budget will be deflationary, 
as it is likely to face a deteriorating balance of payments situation 
and fairly strong inflationary pressures. The trick will be to obtain 
the proper balance between what will perhaps be a necessary dampening 
effect and a sudden brake which could send business confidence, 
consumption and output plummeting again. 


Monetary Policy 


About NZ$ 900 million was injected into the economy by the 
Government as a result of its expansionary budgetary actions, but 
by the end of 1978 moves were well underway to sop up some of the 
increased liquidity through tightening the reserve assets ratios of 
the banks and introducing a number of attractive Government debt 





instruments. The latter struck a responsive cord from 

the public and drained NZ$ 280 million from the private sector. 
Financial observers, however, feel that further restriction on 

the reserve ratios and increased borrowing are likely as the 
voluntary flow of private funds from non-bank sources to date 

is not nearly adequate to finance the budgets that the Government 
is operating under. It is expected that the amount of growth in 
the money supply could be about 25-30 percent by the end of the 
first quarter of this calendar year. 


Balance of Payments 


New Zealand's balance of payments continued to be a major 
topic of concern both domestically and abroad. Although import 
payments continued to decline during calendar year 1978, reflecting 
a low level of domestic demand due to the depressed economy and a 
gradual working down of relatively high inventories, growth in 
export receipts was disappointingly low due to slack demand in the 
major industrialized markets. One bright spot, however, was the 
greatly increased returns from beef sales in the U.S. which were a 
combination of high demand and record prices. Although on balance 
the country closed 1978 with its traditional trade surplus (estimated 
at NZ$ 270 million), the continuing deterioration in the balance on 
invisibles resulted in a current account deficit of NZ$ 414.3 million 
according to the latest available figures (November 1978). Still, 
when the final balance is stuck, it is clear that during 1978 the 
size of the balance of payments deficit has been declining steadily, 
falling, for example, from -735 million dollars to -635 million dollars 
from the March to September quarter. Most observers, however, expect 
a reversal of this trend in early 1979 as the increased demand in the 
expanding economy again generates greater import demand. 


Is Devaluation a Prospect? 


Although there are many who contend that the New Zealand 
dollar should be devalued to increase export earnings, the Government 
has repeatedly stated that devaluation alone is not the answer. As 
recently as January 16, in his "State of the Nation" address, Prime 
Minister Muldoon dismissed devaluation as the solution to the nation's 
problems at this time. 


Without significant restructuring of the economy, a devaluation, 
while making New Zealand's exports cheaper or increasing the revenue 
earned by exporters, would also increase the cost of imoorted raw 
materials and capital equipment on which the export sector is dependent. 





Also at present, import licensing and internal price 
controls make domestic manufacturing far more attractive than the 
uncertain prospect of exporting. Thus, it is problematical whether, 
even if export prices were made cheaper through a devaluation, enough 
incentive would exist among manufacturers to shift resources from 
domestic production to export sufficiently to make an appreciable 
dent in the balance of payments. It is for this reason that many 
observers believe that devaluation, if it comes, must be accompanied 
by some change in the country's traditional web of economic controls. 


IMPLICATIONS FOR UNITED STATES TRADE 


Export Opportunities for U.S. Products 


The recent increase in the volume of imports into New 
Zealand, stemming from the Government's reflationary policies, is 
not expected to continue at the same level, as the rise seems to 
reflect the re-stocking of recently depleted inventories as well as 
actual increased demand. For most of calendar 1978, inventories 
had been allowed to run down, with the result that by year's end the 
country's commercial community was faced with the need to re-stock. 
Spurred on by relaxed time-payment restrictions on consumer durables, 
including motor vehicles, and with an eased liquidity situation, firms 
in the fourth quarter of 1978 embarked on such a re-stocking program, 
the effect of which is expected to be felt until mid-1979. Imports 
of raw materials have risen, but the increase in the capital equipment 
sector can be mainly accounted for by machinery required for the Maui 
Natural Gas development, a demand which will stabilize later in 1979 
as construction activity for this project levels off. 


The USA, as a major supplier of industrial machinery and 
components, sophisticated instruments and other high technology labor- 
saving equipment can be expected to remain one of New Zealand's principal 
suppliers. The New Zealand Government's determined efforts to strengthen 
the country's export performance auger well for American supplies of 
machinery for both the agricultural and the fledgling industrial sectors. 
Equipment for the rationalization for the food industry, including 
processing and packaging, and for the fishing industry will be in 
increasing demand over the next few years. Renewed expansion in the 
forestry industry can be anticipated around the turn of the decade 
when new forests begin to reach maturity. Industries based on natural 
gas will be founded or expanded as the Maui gas field comes on stream 





towards the end of 1979. The first example of the natural gas 
development was announced last year when the Government made public 
its plans for an ammonia/urea plant. It is expected that the 
Government will soon announce its plans for a methanol plant based 
on the Maui fuel. 


Export promotional events planned for New Zealand over the 
coming months will feature U.S. made packaging equipment, computers, 
equipment for fishing, fish processing and packaging industries, 
travel promotion, auto repair and test equipment, equipment for the 
plastics industry, printing and graphic arts equipment, power 
generation equipment and meat processing equipment. 


Exporters Need to Pay Attention to New Zealand Market Conditions 


For the most part, the New Zealand tariff applies equally to 
all countries. Canada enjoys preferences on a very few items, the 
U.K. continues to enjoy a preference on automobiles, and Australia 
enjoys substantial preferences on a wide range of products under the 
terms of the NAFTA (New Zealand-Australia Free Trade Agreement). 
Apart from these, for those goods which the U.S. SxpOrts to New Zealand, 
tariffs apply equally to all suppliers. 


New Zealand's import licensing system has been in force since 
1938. As a general rule, it restricts and sometimes prevents, imports 
of goods when a comparable product is being made (or could be made) 
in New Zealand. 


SUMMARY OUTLOOK 


Although New Zealand's basic structural economic problems 
will persist for the foreseeable future, the prospects for early 
1979 appear marginally better than in 1978. While the Government 
will be extremely wary of any overheating in the economy, it does 
appear inclined to pursue a more expansionary policy in contrast 
to the stringent measures of the recent past. There also appears 
to be a growing willingness to re-examine the validity and 
effectiveness of certain traditional controls and regulations but 
how far this re-examination will proceed in actual policy changes 
is, at present, unclear. 
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